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I - Muttiple Choice Questions: Select the best answer for each question. (44 points)

1, Which of the following is not true? (A) Written communication between the auditor and management about internal control over
financial reporting should include the definitions of contro! deficiencies, significant deficiencies and material weaknesses (B) The
auditor should not include in the written report representations that no significant deficiencies were noted during an audit of
internal control over financial reporting (C) The auditor should not communicate with management until the audit of internal

. control over financial reporting is finished (D) If fraud is discovered, the auditor must report it to the appropriate fevel of

m\anagement.

2. The primary purpose of a generalized computer audit program is to allow the auditor to (A} Use the client's employees to perform
routine audit checks of the electronic data processing records that otherwise would be done by the auditor's staff accountants
(B) Test the logic of computer programs used in the client's electronic data processing systems (C) Select larger samples from
the client's electronic data processing records than would otherwise be selected without the generalized program
(D} Independently process client electronic data processing records.

3. In auditing a public company audit client, Emily, an auditor for Ming Chuan, CPAs, identifies four deficiencies in ICORF {Internal
Control Over Financial Reporting). Three of the deficiencies are unlikely to result in financial misstatements that are material.
One of the deficiencies is reasonably likely to result in misstatements that are not material but significant. What type of audit
report should Emily issue? (A) An unqualified report (B) A quaiified report {C) An adverse report (D) A disclaimer of opinion.

4. Auditing Standard 5 requires an auditor to perform a walkthrough as part of the internal control audit. A walkthrough requires an
auditor to (A} Tour the organization’s facilities and locations before beginning any audit work (B) Trace a transaction from every
class of transaction from origination through the company's information system (C) Trace a transaction from each major class of
fransaction from origination through the company's information system (D) Trace a transaction from each major class of
transaction from origination through the company's information system unti! it is reflected in the company's financial reporting.

5. Which of the following statements best describes the guidance developed by the AICPA related to WebTrust services? {A) The
Trust Services principles require the CPA to focus exclusively on the financial information presented on a web site (B) Once
earned, the WebTrust seal can remain on a web site until the entity controlling the site informs the CPA that the information on
the site has changed (C) In performing a WebTrust assurance engagement, a CPA does not have to consider auditing or
attestation standards (D) The Trust Services principles provide a broad set of criteria that guide practitioners in festing and
evaluating web sites.

6. Ritz Corporation wished to acquire the stock of Stale, Inc. In conjunction with its plan of acquisition, Ritz hired Fein, CPA fo audit
the financial statements of Stale. Based on the audited financial statements and Fein's unqualified opinion, Ritz acquired Stale.
Within 6 months, it was discovered that the inventory of Stale had been overstated by $500,000. Ritz commenced an action
against Fein. Ritz believes that Fein failed to exercise the knowledge, skill and judgment commonly possessed by CPAs in the
locality, but is not able to prove that Fein either intentionally deceived it or showed a reckless disregard for the truth. Ritz also is
unable to prove that Fein had any knowledge that the inventory was overstated. Which of the following two causes of action
would provide Ritz with proper bases upon which Ritz would most likely prevail? {A) Negligence and fraud (B) Negligence and
gross negligence (C) Negligence and breach of contract (D) Gross negligence and breach of confract.

7. In pursuing its quality control objectives with respect to independence, a CPA firm may use policies and procedures such
as (A) Emphasizing independence of mental aftitude in firm training programs and in supervision and review of work
(B) Prohibiting employees from owning shares of the stock of publicly fraded companies (C) Suggesting that employees conduct
their banking transactions with banks that do not maintain accounts with client firms (D) Assigning employees who may lack

independence to research positions that do not require participation in field audit work. *
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8. A CPA's report on agreed-upon procedures refated fo management's assertion about an entity's compliance with specified
requirements should contain (A) A statement of fimitations on the use of the report (B) An opinion about whether management's
assertion is fairly stated (C)Negative assurance that control risk has not been assessed (D}An acknowledgement of
responsibility for the sufficiency of the procedures.

9. In which one of the following situations would a CPA be in violation of the AICPA Code of Professional Conduct in determining a
fee? (A} A fee based on the fee charged by the prior auditor (B) A fee based on the outcome of a bankruptcy proceeding (C) A

- fee based on the nature of the service rendered and the CPA's parficular expertise instead of the actual time spent on the
engagement (D) A fee based on whether the CPA's report on the client's financial statements resuits in the approval of a bank
lean .

10. Which of the following is a conceptuai difference between the atfestation standards and generally accepted auditing
standards? (A) The attestation standards provide a framework for the attest function beyond historical financial statements
(B) The requirement that the practitioner be independent in mental attitude is omitted from the attestation standards (C) The
attestation standards do not permit an attest engagement to be part of a business acquisition study or a feasibility study
(D) None of the standards of fieldwork in generally accepted auditing standards are included in the attestation standards.
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I - Jtem ! through 6 present various independent factual situations an auditor might encounter in conducting an audit.
Assume: (1)The auditor is independent. (2)Only single-year (not comparative) statements are presented for the current
year. (3)The conditions for unqualified opinion exist unless contradicted in the factual situation. {(4)The conditions

stated in factual situations are material or highly material. (5)No report modifications are to be made except in response

to the factual sifuzations.

Situations:

l.D:uring your audit of Debold.com, Inc., you conclude that there is a possibility that inventory is materially overstated.
The client refuses to allow you to expand the scope of your audit sufficiently to verify whether the balance is actually
misstated.

2.Four weeks after the year-end date, a major customer of Prince Construction Co. declared bankruptcy. Because the
customer had confirmed the balance due to Prince at the balance sheet date, management refuses to charge off the
account or otherwise disclose the information. The receivable represents approximately 10% of accounts receivable
and 20% of net earnings before taxes.

3.Auto Delivery Company has a fleet of several delivery trucks. In the past, Auto Delivery had followed the policy of
purchasing all equipment. In the current year, they decided to lease the trucks. The method of accounting for the
trucks is therefore changed to lease capitalization. This change in policy is fully disclosed in footnotes.

4.You are auditing Woodcolt Linen Services for the first time. Woodcolt has been in business for several years but has
never had an audit before. After the audit is completed, you conclude that the current year balance sheet is stated
fairly in accordance with GAAP. The client did not authorize you to do test work for any of the previous years.

5.You were engaged to audit the Cutter Steel Company’s financial statements after the close of the corporation’s fiscal
year. Because you were not engaged until after the balance sheet date, you were not able to physically observe
inventory, which is highly material. On the completion of your audit, you are satisfied that Cutter’s financial
statements are presented fairly, including inventory about which you were able to satisfy yourself by the use of
alternative audit procedures.

6.Barefield Corporation, a wholly owned subsidiary of Sandy, Inc., is audited by another CPA firm. As the auditor of
Sandy, Inc., you have assured yourself of the other CPA firm’s independence and professional reputation. However,
you are unwilling to take complete responsibility for its audit work.

Required: (18 points)

For each situation, identify the appropriate types of audit opinion, and select the necessary components of audit report

from the seven items (A~G) listed below. The components must be presented in the exact order. For example, a

situation that the auditor should issue the standard opinion report is presented as “A, C, F”

A. Standard introductory paragraph

B. Modified introductory paragraph

C. Standard scope paragraph

D. modified scope paragraph

E. explanatory paragraph

F.  Standard opinion paragraph _ ‘#;ﬁ.ﬁﬁﬁ;} 3] EP@
G

modified opinion paragraph
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Please organize your answers into the following table.

WTEAER COFRTERTER

Situation | Types of audit opinion

Components of audit report

1

6
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V - The following Accounts Receivable Confirmation Statistics working paper (indexed B-3) was prepared by an audit

assistant during the calendar year 2008 audit of Ming Chuan Co., Inc., a continuing audit client. The engagement

supervisor is reviewing the working papers.

Ming Chuan Co., Inc.

Accounts Receivable Confirmation Statistics

12/31/2008 Index: B-3
Accounts Dollars
REQUESTS Number Percent Amount Percent
Confirmation requests sent 200 10.0% 352,500 10.1%
Total accounts receivable at 12/31/2008, confirm date 2,000 100.0% $3,500,000% 100.0%
RESULTS
Replies received through 2/25/2009
Total confirmed without exception 164° 8.2% 196,000 9.8%
Differences reported and resolved, no adjustment 18¥ 0.9% 32,000 1.6%
Differences found te be potential adjustments
Book Value 10* 0.5% 50,000 0.6%
Audited Value 38,000
Misstatement 12,000
No reply received to confirmation 6 0.3% $ 72,500 3.6%
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Tickmark legend:
Q1 Agreed to accounts receivable subsidiary ledger

a Agreed to general ledger and lead schedule
¥ Includes one related-party transaction
B Confirmed without exception, W/P B-4

x. Confirmed with exception, W/P B-5
Qverall conclusion: The potential adjustment of $12,000 or .6% is below materiality threshold; therefore, the accounts receivable

balance is fairly stated.
Required: (18 points)
(—)The reviewer of this working paper made the following review comments. For each review point, indicate that

whether it is a suitable comment. (Yes or Not)

Suitable?

Review Point
(Yes or Not)

1.The working paper was not initialed and dated by the audit assistant.

2.A combination of positive and negative confirmation requests is required, not only positive.

3.Two positive confirmations that were sent but were unanswered are not accounted for.
4.The working paper should document the use of alternate procedures in the case of non-replies.

5.The working paper should not be completed until replies are received from all 200 accounts to which

confirmations were sent.
6.There should be an indication of follow-up or cross-referencing of the account confirmed related-party

transaction.
7.The sample size is insufficient in that more than 20% of the accounts must be included.

8.There should be an explanation or proposed disposition of the 10 differences aggregating $12,000.

9.There should be a reference to second requests.
10.Cross-referencing is incomplete, such as the 18 "Differences reported and resolved, no adjustment” and

"Confirmation Requests.”
(=)Now assume that another deficiency in the working paper is that the difference found in the sample has not been

projected to the overall population. Mean per unit, ratio estimation and difference estimation are three methods that
might be used to project results. Assume that after all other deficiencies in the above working paper are corrected,
$12,000 is the proper amount of misstatement in the previous confirmation statistics. Calculate the projected
misstatement using each of these three methods.

(=)Assume that you have completed the audit and the partner in charge has suggested that he believes that a more
efficient approach next year will be to rely more upon the examination of support for the various receivables and
not to send receivable confirmation requests. Discuss the issue of whether receivable confirmations must be sent in
all circumstances. Identify the standard requirement that apply to this issue, if any.
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End of Exam!
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